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(FILE 1220) 
Edmund R. Noonan, Chair, reported the following to the Auditing Standards 
Board (ASB):  
A. Audit Issues Task Force (AITF) Meeting, May 14, 1997  
The AITF met on May 14, 1997 in New York and discussed the following:  
Liaison Meeting with the PCPS Technical Issues Committee  
The AITF met with members of the Private Companies Practice Section 
(PCPS) Technical Issues Committee (TIC) on May 14, 1997 from 9:00 a.m. 
- 11:00 a.m. and discussed the following matters:  
Draft of Proposed Interpretation on OCBOA Financial Statement Disclosures 
W. Ronald Walton 
    
  Other Participants 
Julie Anne Dilley, Technical Manager, Audit and Attest 
Standards 
William C. Freda, Chair, Insurance Companies Committee 
Kim M. Gibson, Technical Manager, Audit and Attest 
Standards 
Deborah D. Lambert, Member, Insurance Companies 
Committee 
Jane M. Mancino, Technical Manager, Audit and Attest 
Standards 
Martha E. Marcon, Member, Insurance Companies 
Committee 
Thomas Ray, Director, Audit and Attest Standards 
Beth Schneider, Deloitte & Touche LLP 
Judith M. Sherinsky, Technical Manager, Audit and Attest 
Standards 
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Steve Holton, AITF member, presented a draft of a proposed interpretation 
to clarify the disclosure requirements for financial statements prepared on 
an Other Comprehensive Basis of Accounting (OCBOA).  
The interpretation has been proposed to address the need for more specific 
guidance that was expressed in the report prepared by the Private 
Companies Practice Section Special Task Force on Standards Overload (the 
Task Force). The interpretation is intended to mitigate the perceived 
conflict between AU section 623.09, which emphasizes the auditor's 
judgment, and AU section 623.10, which seems to require all the relevant 
GAAP disclosures.  
The draft interpretation states that the required summary of significant 
accounting policies and how the OCBOA differs from GAAP need only 
describe the "primary differences" and "quantifying differences is not 
required." Other information disclosed ordinarily would be the same as the 
types disclosed in GAAP statements, but the specific information need not 
be identical. S. Holton also had prepared examples of GAAP-basis and 
income-tax-basis disclosures for an entity with the same fact pattern to 
illustrate the possible differences in the level of detail.  
The interpretation will address only income tax, cash, and modified cash 
basis OCBOAs.  
Members of TIC felt that:  
? The interpretation should emphasize auditor judgment in determining 
the relevance of the disclosures to the user.  
? Restricting the use of all OCBOA financial statements probably is not 
in the best interests of users or practitioners.  
? Additional practice guidance is necessary to bridge the gap between 
disclosures that "should ordinarily be the same as," but "need not be 
identical to," the types used in GAAP statements, and also to provide 
disclosure checklists that give the practitioner the option of checking 
"not applicable" or "not relevant to the user."  
Information Technology Issues  
Thomas Ray, Director, Audit and Attest Standards, led a discussion on 
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various information technology issues that the AITF and other ASB task 
forces have addressed.  
A recently-issued Interpretation to SAS No. 8 states that an electronic site 
is a form of communication rather a document, and the auditor has no 
responsibility with regard to other information that appears in an electronic 
site along with audited financial statements and the auditor's report. TIC 
members generally felt that the ASB should consider communicating "best 
practices" regarding Internet display of financial statements with other 
information.  
T. Ray also discussed SAS No. 80, an amendment to SAS No. 31, Evidential
Matter, which provides guidance to practitioners who audit entities that 
process significant information electronically. If the auditor is not able to 
reduce detection risk to an acceptable level by performing only substantive 
tests, the auditor should perform tests of controls. A related Auditing 
Procedures Study, The Information Technology Age: Evidential Matter in 
the Electronic Environment, provides more detailed guidance.  
Auditor Communications Issue  
Kurt Pany, AITF member and chair of the ASB's Auditor Communications 
Task Force, discussed a recent recommendation by the SECPS Executive 
Committee to consider expanding the required communications with audit 
committees to include the auditor's responsibility to establish a system of 
quality control and the results of the auditor's latest peer review. The 
requirement would apply only to those auditors who have SEC registrant 
clients.  
TIC members generally viewed the recommendation as auditor advertising 
in a required communication, and noted that audit committees might be 
better served by requesting this information before engaging an auditor. 
Several TIC members felt that since the requirement applies only to SEC 
registrants, it does nothing to address the public's interest in audit quality 
for pension plans and not-for-profits. While some TIC members felt that the
proposal would make peer review "punitive", others felt that it would only 
create more pressure for peer reviewers to "pass" substandard work.  
Related Party Transactions  
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Jim Koepke, TIC Chair, led a discussion based on a recent article in The 
CPA Journal on the difficulties that arise in the audit of related party 
transactions.  
Year 2000 Issue  
Tom Birdzell, AITF member, discussed the auditor's responsibility relating 
to the Year 2000 issues, which is the subject of a proposed interpretation 
that he is drafting. T. Birdzell noted that the auditor is not responsible to 
anticipate the effect of the year 2000 situation on periods subsequent to 
the audit. Furthermore, most auditors do not have the technological 
proficiency to determine what the impact might be.  
TIC participants felt that many of their clients are not aware of Year 2000 
issues, and clients look to practitioners to make them aware of potential 
problems and to recommend solutions. TIC members felt that the AICPA 
should provide guidance to practitioners on how to communicate to clients 
what the potential problems are and how they might address them.  
Attest vs. Consulting  
Participants briefly discussed the lack of clear guidance on distinguishing 
attestation from consulting engagements. R. Noonan noted that the AICPA 
publication, Comparing Attest and Consulting Services: A Guide for the 
Practitioner, probably should be updated to provide clearer guidance. He 
also noted that some engagements can be performed under one or the 
other set of standards, depending upon the intended user.  
The Year 2000 Proposed Interpretation  
T. Birdzell presented a draft of a proposed interpretation that addresses the
year 2000 issue in the context of five different standards. The AITF felt that
the interpretation should be redrafted to focus only on SAS No. 60, 
Reportable Conditions. The need for interpretations of other standards will 
be considered at a later date. The AITF also felt that wraparound "best 
practices" guidance, perhaps in the form of a "Practice Alert," should 
accompany the interpretation when it is issued. T. Birdzell will redraft the 
interpretation for the next AITF meeting. J. Dilley will draft best practices 
guidance based in part on information shared by R. Noonan and John 
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Kilkeary from their respective firms.  
Agreed-Upon Procedures Interpretation  
S. Holton presented three draft interpretations of SAS No. 75, 
Engagements to Apply Agreed-Upon Procedures to Elements, Accounts, or 
Items of a Financial Statement. AITF members suggested alternative 
wording to facilitate combining two of the interpretations. R. Noonan 
requested that the proposed interpretations as reworded be sent to the 
AITF members for negative clearance before the next AITF meeting. 
Assuming that no major issues are raised, the proposed interpretation will 
be sent to the full ASB membership for negative clearance before the next 
ASB meeting.  
Electronic Commerce Assurance Services  
Casey Bennett, Director, Development of Assurance Services, and Everett 
Johnson, Chair, Electronic Commerce Assurance Services Task Force (via 
conference call), gave a presentation on the Task Force's progress in 
developing the new WebAssureTM service. The Task Force intends that this 
service be performed as an examination engagement under the attestation 
standards of the AICPA and of the Canadian Institute of Chartered 
Accountants (CICA), the joint developers of the product. The practitioner 
will render an opinion on management's assertions about business 
information, transaction integrity, and information security in accordance 
with underlying CISECTM (Criteria for Integrity & Security in Electronic 
Commerce) criteria that are being developed by the Task Force. A 
WebAssureTM seal displayed on the entity's website will symbolize the 
assurance expressed in the practitioner's report.  
AITF discussion focused on the attestability of the criteria used to measure 
management's assertions, particularly with regard to the entity's business 
information and practices. Some participants felt that management's 
assertions regarding transaction integrity and information security should 
be positioned as assertions about internal controls over these qualities.  
B. AITF Meeting, July 9-10, 1997  
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The AITF met on July 9-10, 1997 in Greenwich, CT and discussed the 
following:  
The Year 2000 Proposed Interpretation  
Tom Birdzell, AITF member, presented a draft interpretation of SAS No. 60,
Communication of Internal Control Related Matters Noted in an Audit. After 
discussing the interpretation, the AITF suggested the interpretation be 
clear on the absence of detection responsibility and suggestive of the type 
of communications that may be made. The AITF also asked T. Birdzell to 
continue drafting a broader-based interpretation that addresses additional 
standards. T. Birdzell will present this draft at the next AITF meeting.  
Related practice guidance addressing the year 2000 issue will be developed 
by a task force of practitioners that the AICPA is forming. T. Birdzell will be 
a member of that task force.  
NAIC Codification  
Bill Freda, Debbie Lambert, and Martha Marcon, members of the Insurance 
Companies Committee (ICC), led a discussion on the proposed amendment 
to SAS No. 62, Special Reports, pursuant to the exposure in April of the 
National Association of Insurance Commissioners' (NAIC) Codification of 
Statutory Accounting Principles (Codification). NAIC undertook this project 
several years ago with the objective of obtaining more consistent statutory 
financial statements in place of the 50 differing state requirements.  
The ICC will make a presentation to the ASB on July 30 to increase 
awareness of the purpose for the Codification, the process for developing it,
and the request to amend SAS No. 62 to recognize the NAIC Codification as
the only OCBOA for insurance enterprises.  
IMSA Ethical Market Conduct Report  
Members of the Insurance Companies Committee presented a draft 
auditing SOP, The Accountant's Assessment of an Entity's Compliance with 
the Life Insurance Ethical Market Conduct Program of the Insurance 
Marketplace Standards Association (IMSA). The proposed SOP provides 
guidance on planning and performing an examination level attestation 
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engagement on management's assertion that affirmative responses to the 
IMSA Assessment Questionnaire are based on policies and procedures in 
place at the IMSA report date. The guidance includes discussion of the 
elements of the report and a report sample. Criteria by which the assertion 
is evaluated have been developed by IMSA and are contained in the IMSA 
Assessment Handbook, familiarity with which is assumed in the SOP. 
Target date for issuance of the SOP is late fall.  
Electronic Commerce Assurance Services Task Force (Task Force)  
Everett Johnson, Chair, Electronic Commerce Assurance Services and 
Casey Bennett, Director, Development of Assurance Services, presented an 
update on the status of the WebAssureTM project. Comments on the initial 
draft that was exposed informally to a limited audience are being 
incorporated into another iteration of the product that will be exposed in 
the same manner around mid-July. After incorporation of those comments, 
the product will be exposed broadly. AITF members noted that the 45 day 
time frame for submission of comments was inadequate and should be 
increased at least to 60 days.  
AITF members discussed the risk management issues associated with use 
of the WebAssureTM seal, the possibility of the AICPA licensing the criteria 
as well as the seal, and the practitioner guide and training workshops that 
will be conducted to introduce the service and train practitioners in its use.  
AITF members S. Holton and E. Rockman, and ASB member J. 
Archambault, were identified to coordinate ASB and Computer Auditing 
Subcommittee input to the project.  
OCBOA Proposed Interpretation  
S. Holton presented a new draft of the proposed interpretation on 
disclosures for cash, modified cash, and income tax basis OCBOAs. The 
interpretation has been expanded considerably to deal with presentation 
issues which many deem to be disclosure issues. Among the items 
addressed are accounting changes, discontinued operations, and 
extraordinary items; issues that relate to FASB No. 117, Financial 
Statements of Not-for-Profit Organizations; and cash flows. S. Holton will 
discuss the proposed draft with the Technical Issues Committee at its 
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meeting in late July. The interpretation then will be sent to the ASB for 
fatal flaw review with a three-week comment period timed to end just 
before the ASB's September meeting.  
Agreed-Upon Procedures in Asset-Backed Securitizations  
James Gerson, AITF member, led a discussion on the improper inclusion in 
10-K filings of agreed-upon procedures (AUP) reports in connection with 
asset-backed securitizations. Such usage violates GAAS because AUP 
reports are restricted to parties who have agreed to the sufficiency of the 
procedures. The matter has been the subject of correspondence from the 
SEC Auditing Practice Task Force to the SEC's Division of Corporation 
Finance.  
Coopers & Lybrand LLP has had further correspondence with the SEC on 
this matter and has received permission to include examination reports on 
internal control in lieu of agreed-upon procedures reports for issuers of 
asset-backed securities that file modified reports under the Securities 
Exchange Act of 1934. The SEC has noted that this position may be 
reconsidered in connection with a Division of Corporation Finance 
rulemaking initiative for asset-backed securities expected later this year.  
The AITF recommended that the SEC Auditing Practice Task Force develop 
nonauthoritative guidance that will be made available on the Internet and 
via the Fax Hotline. A notice will be put in The CPA Letter indicating how to 
obtain this nonauthoritative practice guidance.  
Comfort Letters  
T. Birdzell presented a practice issue that has come up with regard to the 
SAS No. 76 amendment of SAS No. 72, Letters for Underwriters and 
Certain Other Requesting Parties. Footnote 1 of SAS No. 72 amended SAS 
No. 35 to prohibit practitioners from issuing agreed-upon procedures (AUP) 
reports to the underwriter or other requesting party in connection with the 
offering or placement of securities on matters precluded by SAS No. 72. 
When SAS No. 75 and SSAE No. 4 were issued, both of these standards 
contained an exclusion for engagements performed under AU sec 634. 
When SAS No. 76 was issued, footnote 1 that had been in SAS No. 72 was 
deleted because it was presumed that the exclusionary paragraphs in SAS 
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No. 75 and SSAE No. 4 preserved the guidance in footnote 1. Some 
practitioners are misinterpreting the deletion of footnote 1 in AU sec 634, 
however, and issuing agreed-upon procedures reports on items precluded 
by SAS No. 72 in addition to issuing comfort letters. In other instances, 
recipients of comfort letters are engaging other accountants to prepare AUP
reports on items precluded in SAS No. 72. The AITF discussed the need to 
clarify the guidance.  
Status of Earnings Per Share (EPS) Matter  
T. Ray presented a proposed AITF Advisory: Reporting on the Computation 
of Earnings Per Share that he had drafted in response to previous AITF 
discussions on whether the new computation method for EPS requires 
modification of the auditor's report. The new computation is required by 
SFAS 128 (Statement) and is effective for interim and annual periods 
ending after December 15, 1997. After the effective date, all prior period 
EPS data presented must be restated. The Advisory notes that the SEC 
expects that most registrants will follow the guidance in Staff Accounting 
Bulletin No. 74 and include a discussion of the expected impact of the new 
Statement in registration statements and Form 10-Qs filed during 1997. 
The Advisory states that the AITF is advising auditors that they are not 
required to refer in their audit reports to the change in computation 
provided the financial statements disclose that the comparative EPS data 
for prior years has been restated. Such disclosure would be similar to that 
for reclassification of prior year financial information made for comparative 
purposes.  
Subsequent to clearance by the FASB and the SEC the Advisory will be 
published in The CPA Letter.  
FASB 125 Audit Issues  
Tracey Barber of Deloitte & Touche LLP presented a paper that raises 
issues regarding audit evidence to meet the requirements of SFAS 125 
paragraph 9 (a) that "the transferred assets have been isolated from the 
transferor--put presumptively beyond the reach of the transferor and its 
creditors, even in bankruptcy or other receivership." The audit issues 
identified in the paper are: (1) when is the use of a legal specialist required 
to support the assertion that a transfer meets the isolation criteria of SFAS 
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125; (2) if a legal specialist is required, what type of documentation should 
be provided; and (3) are legal letters that restrict the use of the letter to 
the client acceptable audit evidence?  
AITF participants felt the issues raised should be addressed by an ad hoc 
task force that will draft an auditing Statement of Position. T. Barber will 
chair the task force.  
  
II. Director's Report (File 1221) 
Thomas Ray, AICPA Director, Audit and Attest Standards, reported on the 
following matters to the ASB.  
A. Liaison Meeting with the American Bar Association  
John Kilkeary and James Gerson of the Audit Issues Task Force, 
representatives from the Accounting Standards Executive Committee, and 
several AICPA staff members met with representatives from the American 
Bar Association Committee on Law and Accounting on May 1, 1997. 
Auditing issues discussed included the ABA Committee's article in Business 
Law Today that commented on matters related to the retention of auditors, 
and the Proposed Statement on Standards for Attestation Engagements, 
Management's Discussion and Analysis.  
B. International Auditing Practices Committee  
The International Auditing Practices Committee (IAPC) met in June, and T. 
Ray was in attendance as technical advisor to the AICPA's representative 
on the IAPC, Robert Roussey. At the meeting, the IAPC voted to issue two 
Proposed International Standards on Auditing (ISAs). One proposed ISA is 
on the auditor's consideration of going concern in an audit of financial 
statements, and the other is a two-part document that would establish a 
framework for reporting by professional accountants on the credibility of 
information. Exposure drafts will be distributed to the ASB as soon as they 
are received from the International Federation of Accountants. The IAPC 
also agreed to undertake a project on the consideration of fraud in a 
financial statement audit. The Canadian Institute of Chartered Accountants 
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(CICA) has agreed to supply the staff support for this project. The 
Canadians believe that they need to reconsider their guidance on fraud in 
light of the new U.S. standard, and have volunteered their resources to the 
international project with the intent of adopting the international standard.  
C. The CICA's Task Force on Standard Setting  
The CICA's Task Force on Standard Setting issued its interim report, copies 
of which have been distributed to the ASB. The report is particularly 
interesting because of its consideration of international and North American 
standards setting.  
D. Fraud Presentations  
In May and June, current and former ASB members and AICPA staff made 
presentations on the new fraud standard in ten major cities across the U.S. 
The presentations were well attended and were, by all measures, a 
success.  
  
ASB Horizons Update 
James S. Gerson, Chair of the ASB Horizons Task Force (task force), 
presented an update on the task force's activity. Task force members 
presented an initial draft of the ASB strategic plan to the Audit Issues Task 
Force at its planning retreat on July 8-9, 1997 in Greenwich, CT. 
Participants at the retreat generally agreed with the four major initiatives 
proposed by the task force, but felt that the rationale for the initiatives 
needs to be communicated more clearly and persuasively. A number of 
other recommendations were made.  
Jeannie Patton, executive director of the Utah Association of CPAs and 
director of the AICPA's Vision Project, accepted an invitation to attend the 
first day of the retreat. She made a presentation on the Vision Project, and 
proposed that the ASB and ASB Horizons task force members participate in 
a Leadership Future Forum for the purpose of developing a vision of the 
profession. The Forum will take place on September 29.  
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The task force will meet on August 12 to discuss a redrafted version of the 
plan for presentation to the ASB at its September meeting. The target date 
for adoption of a final document is the December ASB meeting.  
  
NAIC Codification 
William C. Freda, Chair of the AICPA's Insurance Companies Committee 
(the Committee), provided the ASB with historical background on financial 
reporting by insurance companies in the United States, and oriented the 
ASB to the current regulatory environment. Each state's insurance 
commissioner has the authority to establish the statutory accounting 
principles (SAP) to be used by insurance companies domiciled in his or her 
jurisdiction. Such principles ordinarily include provisions that allow 
"prescribed or permitted" accounting practices. Because of this framework, 
insurance companies from state to state, and even companies within a 
single jurisdiction, prepare financial statements that are not comparable. A 
number of significant insurance company failures cite the prescribed or 
permitted practices as a contributing problem, and a number of auditors 
have been involved in the ensuing litigation as a result.  
The ASB became concerned about enabling auditors to issue opinions on 
prescribed or permitted accounting, and at one point, the AICPA proposed 
that insurance companies be required to follow generally accepted 
accounting principles. However, this effort failed to gather sufficient 
support for adoption. The National Association of Insurance Commissioners 
(NAIC) later agreed to develop a comprehensive statutory basis of 
accounting, with reference to the varied bases required by the states. 
Generally accepted accounting principles also were considered as a 
benchmark. One objective of the project is to significantly reduce 
inconsistencies between the jurisdictions and reduce the variability 
resulting from prescribed or permitted practices.  
The NAIC is almost finished with the initial phase of its project which 
consists of the development of a comprehensive basis of accounting for 
regulatory purposes. The NAIC and the Committee are asking the ASB to 
consider amending Statement on Auditing Standards No. 62, Special 
Reports, to state that only the NAIC accounting basis is considered an 
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other comprehensive basis of accounting (OCBOA) for insurance 
companies.  
Deborah Lambert, a committee member, explained the amendment to SAS 
No. 62 that would be required, and the process the NAIC used to develop 
the codification. The Committee evaluated the process used by the NAIC in 
developing the accounting principles, and evaluated the principles 
themselves against the characteristics for "reasonable criteria" included in 
the attestation standards (AT section 100), and generally accepted 
accounting principles. The Committee is satisfied with the process followed, 
and generally is pleased with the resulting accounting. However, the 
Committee has several remaining concerns that will be addressed to the 
NAIC in a formal letter of comment.  
Martha Marcon, a Committee member, provided the ASB with a timetable 
and strategy for completing this project. If the NAIC stays on schedule, the 
ASB may be asked to act on an amendment to SAS No. 62 by the end of 
this calendar year.  
Randy Noonan, ASB Chair, reminded the ASB that this project has been in 
progress for some time, and the Committee has been communicating with 
the ASB and the Audit Issues Task Force with some regularity as the 
project has progressed.  
  
Auditor Communications Task Force (File Ref. No. 2138) 
Kurt Pany, Chair of the Auditor Communications Task Force (task force), 
led the Board in a discussion of the proposed Statement on Auditing 
Standards (SAS) and Statement on Standards for Attestation Engagements 
(SSAE) titled Establishing an Understanding with the Client. The Board 
discussed the proposed statements which had been revised to reflect 
comments received during the exposure period.  
In addition to the above, the Board discussed whether:  
? The proposed standards should include a cross reference to the 
Statement on Quality Control Standards (SQCS) No. 2, System of 
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Quality Control for a CPA Firm's Accounting and Auditing Practice, 
paragraph 16, which states that a CPA firm's policies and procedures 
should provide for obtaining an understanding with the client 
regarding services to be performed. (See Summary of Board 
Preference Vote)  
? Paragraph 7 of the proposed statement should include reference to 
arrangements concerning lawyers. (See Summary of Board 
Preference Vote)  
? The revision to bullet 5 of paragraph 7--"Regulator, including the 
Securities and Exchange Commission, may restrict or prohibit such 
liability limitation arrangements"-- should remain as presented 
subject to review by the AICPA legal counsel. (See Summary of 
Board Preference Vote). AICPA legal counsel subsequently reviewed 
the revision and agreed that the wording was appropriate.  
? The wording in the last bullet of paragraph 7 should be revised to 
state ". . . in connection with the engagement", instead of ". . . in 
connection with the audit." (See Summary of Board Preference Vote) 
After review of the proposed statements and discussion of the above, the 
Board agreed to vote to ballot the statements for final issuance subject to 
review by AICPA legal counsel of bullet 5 of paragraph 7. (AICPA legal 
counsel subsequently reviewed the paragraph and approved paragraph 7) 
(See Summary of Board Preference Vote)  
Kurt Pany also discussed with the Board the results of a meeting with Mr. 
Arthur Siegel, Chair of the SECPS Executive Committee. Mr. Siegel met 
with the task force to discuss a proposal in which the ASB would consider 
modifying professional standards to require that auditors communicate the 
results of their most recent peer review to the audit committee of clients 
that file with the Securities and Exchange Commission. The communication 
would include the type of peer review report received, but not necessarily 
details relating to the letter of comments. The task force discussed the 
proposal with Mr. Siegel, and after the discussion, the task force agreed to 
recommend to the ASB that it not modify professional standards in the 
manner recommended by the proposal.  
Mr. Siegel will report the results of the task force meeting to the SECPS 
Executive Committee.  
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Summary of ASB Preference Vote 
Auditor Communications Task 
Force 
(File Ref. No. 2138) 
For Against Abstain Absent 
          
Should the proposed statements 
include a reference to the SQCS 
No.2, System of Quality Control 
for a CPA Firm's Accounting and 
Auditing Practice? 
14     1 
          
Should paragraph 7 of the 
proposed statement include 
reference to arrangements 
concerning lawyers? 
1 9 4 1 
          
Should the fifth bullet of 
paragraph 7 of the proposed SAS 
keep the example wording, 
"Regulator, including the 
Securities and Exchange 
Commission, may restrict or 
prohibit such liability limitation 
arrangements," subject to review 
by the AICPA legal counsel? 
14     1 
          
Should the wording in the last 
bullet of paragraph 7 be revised to 
state ". . . in connection with the 
engagement", instead of ". . . in 
connection with the audit"? 
14     1 
          
Should the proposed statements 
be balloted for final issuance 
subject to review by AICPA legal 
counsel of bullet 5 of paragraph 7?
14     1 
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Restricted-Use Task Force (File Ref. No. 4275)  
The Restricted-Use Task Force (task force) is considering areas of the 
auditing and attestation standards that prescribe restrictions on the use or 
distribution of accountants' reports to determine whether standards should 
be developed that describe the characteristics of subject matter, nature of 
the engagement, or other factors that would necessitate a restriction on 
the use of an accountant's report.  
John Kilkeary, Chair of the task force, led the ASB in a discussion of a draft 
titled, Restricting the Use of an Auditor's Report, that would provide 
guidance for engagements performed under Statements on Auditing 
Standards (SASs) as well as Statements on Standards for Attestation 
Engagements (SSAEs). The ASB recommended that --  
? The task force draft guidance that only would be applicable to 
engagements performed under the SASs, and defer developing 
guidance for engagements performed under the SSAEs.  
? The task force consider how the guidance in the proposed standard 
could be linked to the existing auditing standards so that auditors 
would be led to this standard when needed.  
? Restricted-use report paragraphs not contain an explanation as to 
why the report is restricted to the specified users. An example of 
such an explanation would be, "This report is restricted to the 
specified users who are in a position to understand the basis for and 
context of the presentation and measurement criteria upon which the 
presentation is based." The ASB made this recommendation because 
potential non-specified users could argue that they should be 
permitted to use a restricted-use report if they are able to overcome 
the barrier to use of the report. The ASB recommended that all 
restricted-use report paragraphs contain similar language. The 
following is an example of such a report:  
This report is intended solely for the information and use of [the 
specified users]. This report is not intended to be and should not be 
relied upon by anyone other than the specified users. 
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? The proposed SAS describe the attributes of engagements or 
presentations that should result in restricted-use reports so that 
auditors would have a basis for determining whether any given report
should be restricted.  
? The guidance be revised to accommodate certain restricted-use 
reports that do not fit into any of the three categories of restricted-
use reports currently identified in the proposed SAS (agreed-upon 
criteria reports, by-product reports, and agreed-upon procedures 
reports). Examples of these outliers are: 
? Service auditors' reports issued under SAS No. 70, Reports on 
the Processing of Transactions by Service Organizations  
? Reports issued under SAS No. 72, Letters to Underwriters and 
Certain Other Requesting Parties  
? The draft be revised to include guidance on reporting on combined 
presentations (reports covering subject matter or presentations that 
require a restriction as to use and subject matter or presentations 
that ordinarily do not require such a restriction).  
? The task force consider how the guidance in paragraph 4a of SAS No. 
62, Special Reports, which requires a restricted-use report for 
presentations prepared using a basis of accounting to comply with 
the requirements of a governmental regulatory agency, can be 
reconciled with the guidance in AU section 544, Lack of Conformity 
With Generally Accepted Accounting Principles, which permits a 
general use report for presentations prepared using a basis of 
accounting that complies with the requirements of a regulatory 
authority.  
  
Attestation Recodification (File Ref. No. 2155) 
Ronald Walton, Chair of the Attestation Recodification Task Force (task 
force) led the Board's discussion of the project. The Board discussed:  
? The practitioner's responsibility for the detection of fraud and illegal 
acts in an attest engagement. (See Summary of Board Preference 
Vote)  
? Understanding of internal control. The Board directed the task force 
to move the discussion of attestation risk so that it precedes the one 
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on internal control.  
? The attestation risk model. The Board directed the task force to 
incorporate into AT 100 a concept equivalent to the one in AU section 
161, The Relationship of Generally Accepted Auditing Standards to 
Quality Control Standards.  
? Reporting on fewer than all the assertions. The Board found this to be
helpful guidance.  
? Use of a specialist. The Board directed the task force to take a close 
look at this section, especially with regard to appropriate guidance on 
use of a specialist in a review.  
The Board directed the staff to apprise the Chairs of the Accounting and 
Review Services Committee and the Management Consulting Services 
Executive Committee of the status of this project.  
The Board directed the task force to reflect on the steps that need to be 
accomplished and the timeframe involved and to develop a plan to be 
brought to the Board at its September meeting. Staff will speak to the 
Technical Advisors Task Force about developing revisions to AT 400 and AT 
500.  
Summary of ASB Preference Vote 
  
Management's Discussion and Analysis (File Ref. No. 3507) 
John A. Fogarty, chair of the Management's Discussion and Analysis 
(MD&A) Task Force (task force), gave the Board an overview of the 
Attestation Recodification 
(File Ref. No. 2155) 
For Against Abstain Absent 
          
Should we provide guidance in the 
Attestation Standards for 
detecting material misstatements 
of an assertion whether caused by 
error or fraud? 
14 - - 1 
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significant issues raised in the comment letters received on the exposure 
draft of the proposed SSAE, Management's Discussion and Analysis. The 
Board discussed:  
? The implications for the MD&A project of the revisions to the 
Attestation Standards that are being proposed by the Attestation 
Recodification Task Force. The Board indicated its support for the 
task force's conclusion that the MD&A project should continue to 
move forward toward a goal of voting out a final SSAE by year end.  
? Examination and review levels of service. The Board voted to support 
restricting the review report. (See Summary of Board Preference 
Vote)  
? The proposed revisions to the form of the examination and review 
reports. The Board expressed no objection to the proposal that the 
reports, with a few revisions, be finalized.  
? Whether the successor practitioner should be required to take full 
responsibility for an MD&A presentation even if a predecessor 
practitioner was involved. (See Summary of Board Preference Vote)  
Several comment letters, including one from the American Bar Association, 
were received just prior to the Board meeting. J. Fogarty noted that the 
task force will discuss significant issues raised in those letters with the 
Board at its September meeting.  
Summary of ASB Preference Vote 
Management's Discussion and 
Analysis 
(File Ref. No. 3507) 
For Against Abstain Absent 
          
Does the Board support restricting 
the report on review of MD&A? 
11 2 1 1 
          
When predecessor and successor 
practitioners are involved, should 
the successor practitioner be 
required to take full responsibility? 
6 2 6 1 
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SAS No. 7 Task Force (File Ref. No. 4302) 
Stephen McEachern, Chair of the SAS No. 7 Task Force (task force), led the 
Board in a discussion of the proposed Statement on Auditing Standards 
(SAS) titled, Communications Between Predecessor and Successor 
Auditors. The Board discussed the proposed SAS which was revised to 
reflect comments received during the exposure period.  
In addition to the above, the task force prepared an issues paper which 
identified several items for discussion. Based on the issues raised, the 
Board agreed to the following additional revisions:  
? The definition of most recent audited financial statements was 
defined in a footnote to state that if the most recent audited financial 
statements are more than two years prior to the beginning of the 
earliest period to be audited by the successor auditor, the provisions 
of this Statement are not required.  
? A footnote was added to state that an accountant who reported on 
the most recent financial statements that were compiled or reviewed 
is not considered to be a predecessor; however, in such 
circumstances the successor auditor may find the matters described 
in paragraphs 8 and 9 of the proposed standard useful in determining 
whether to accept the engagement.  
? The last sentence in paragraph 11 and paragraph 19 which refers to 
valid reasons which may lead the predecessor auditor to decide not 
to allow a review of some or all of the working papers was deleted 
from the proposed SAS. (See Summary of Board Preference Vote)  
After review of the proposed SAS and discussion of the above, the Board 
agreed to vote to ballot the statement for final issuance. (See Summary of 
Board Preference Vote)  
Summary of ASB Preference Vote 
SAS No. 7 Task Force 
(File Ref. No. 4302) 
For Against Abstain Absent 
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Should the last sentence in 
paragraph 11 and paragraph 19 
which refers to valid reasons that 
may lead the predecessor auditor 
to decide not to allow a review of 
some or all of the working papers 
be deleted? 
15       
          
Should the proposed SAS, 
Communications Between 
Predecessor and Successor 
Auditors, be balloted for final 
issuance? 
14     1 
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